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Preface
The Committee on Relations With the General Accounting Of
fice was organized in 1972 to represent the profession’s viewpoint
regarding matters of mutual concern and interest. The Committee
is also responsible for advising the senior technical committees
and members of the Institute on significant developments relating
to activities of the General Accounting Office.
In August 1972, the GAO issued a publication entitled Stan
dards for Audit of Governmental Organizations, Programs, Activi
ties & Functions. The standards set forth therein correspond in
important respects with the AICPA’s generally accepted audit
ing standards; however, they address not only the traditional
audits of financial presentations, but also compliance with appli
cable laws and regulations in financial and nonfinancial areas,
efficiency and economy of operations, and program results (effec
tiveness). The standards apply to audits of governmental organi
zations, programs, activities, and functions and also to audits of
contractors, grantees, and other such organizations performed by
or for a governmental entity. They are intended to apply whether
the audits are performed by auditors employed by federal, state,
or local governments, by independent public accountants or by
others qualified to perform parts of the audit work contemplated
under the standards.
This report has been prepared to help independent public ac
countants understand the GAO standards, their effect on practice
today, their relationship to the AICPA’s “generally accepted
auditing standards,” and their application to the GAO’s broad
ened definition of auditing.
Committee on Relations With
the General Accounting Office

v

Introduction
The United States General Accounting Office (GAO), created
by the Budget and Accounting Act of 1921 as the national public
auditing agency, is a nonpolitical, nonpartisan agency of the leg
islative branch of government acting on behalf of Congress. It
examines the manner in which government agencies discharge
their financial responsibilities with regard to public funds appro
priated or otherwise made available to them by Congress and
makes recommendations for economy and efficiency in public
expenditures. Under the authority granted to it, GAO is not lim
ited to examining financial statements of government agencies,
but may investigate all matters relating to the receipt, disburse
ment, and application of public funds and may recommend mea
sures that might lead to greater economy, efficiency, and effective
ness of public expenditures. The Budget and Accounting Pro
cedures Act of 1950 permits and encourages GAO to make com
prehensive audits that include studies of administrative practices,
as well as audits of financial transactions.
In harmony with the provisions of the Budget and Accounting
Procedures Act of 1950, Comptroller General Elmer B. Staats
states, in his foreword to the GAO publication, Standards for
Audit of Governmental Organizations, Programs, Activities &
Functions, that
This demand for information has widened the scope of govern
mental auditing so that such auditing no longer is a function
concerned primarily with financial operations. Instead, govern
mental auditing now is also concerned with whether governmental
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organizations are achieving the purposes for which programs are
authorized and funds are made available, are doing so eco
nomically and efficiently, and are complying with applicable laws
and regulations.

The standards set forth in the text of the GAO publication apply
to the evolutionary audit concepts necessary to meet the growing
demand for independent evaluation of nonfinancial and financial
information. Adoption of the GAO standards by various govern
mental agencies is required. The Office of Federal Management
Policy of the General Services Administration, in its Federal Man
agement Circular FMC 73-2, “Audit of Federal Operations and
Programs by Executive Branch Agencies,” has set forth the policies
to be followed in the audit of federal operations and programs of
executive departments and establishments. The definition of au
diting contained in the circular conforms with the definition set
forth in the GAO publication and requires that audit plans be
tailored to each specific program according to the circumstances
relating to the program, the management needs to be met, and
the capacity of the audit facility. The circular also provides that
the audit standards to be used in conducting audits of federal
operations and programs are those issued by the GAO. State and
local governmental units may be expected to adopt similar re
quirements. Impetus for adoption of the evolutionary audit con
cepts appears in recently promulgated regulations for revenue
sharing, which provide that “recipient governments are encour
aged to have such auditing performed to the extent they consider
practical in accordance with the [GAO] standards.”
Because the GAO standards may increasingly affect the work
of the accounting profession, general understanding and agree
ment on interpretation and implementation of the standards are
needed. This report is an initial attempt to interpret the standards
and to explain their impact for independent public accountants.

GAO Definition of an Audit
In GAO’s view, auditing is concerned not only with the finan
cial aspects of an entity’s operations, but also with the economy,
efficiency, and effectiveness of the operations, and with whether
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the entity complies with applicable laws and regulations. The
GAO standards define the elements of an audit as follows:
1. Financial and compliance—determines (a) whether financial
operations are properly conducted, (b) whether the financial
reports of an audited entity are presented fairly, and (c)
whether the entity has complied with applicable laws and
regulations.
2. Economy and efficiency—determines whether the entity is man
aging or utilizing its resources (personnel, property, space, and
so forth) in an economical and efficient manner and the causes
of any inefficiencies or uneconomical practices, including in
adequacies in management information systems, administra
tive procedures, or organizational structure.
3. Program results—determines whether the desired results or
benefits are being achieved, whether the objectives established
by the legislature or other authorizing body are being met,
and whether the agency has considered alternatives which
might yield desired results at a lower cost.

Although the GAO standards assume that an audit may have all
three of the preceding elements, the GAO publication explicitly
disclaims any intent to imply that every audit at present has all
these elements or that such an extensive scope is always desirable.
Nevertheless, the GAO’s expansion of the definition of an audit
accentuates the importance of having a clear understanding as to
the scope of an engagement to which any of the GAO standards
apply, and the importance of having an engagement letter as a
medium for achieving this understanding. An audit of the broader
scope will presumably require more time; it will provide greater
service to the client but at additional cost.

Discussion of GAO Standards
A simple comparison of the GAO standards with the ten gen
erally accepted auditing standards adopted by the membership
of the AICPA and set forth in section 150 of Statement on Audit
ing Standards No. 1 does not disclose the impact of the GAO
standards on auditing. Such a comparison shows a marked similar
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ity, but the GAO standards go further. The primary impact of the
GAO standards is in the way the scope of auditing is expanded
beyond examinations leading to the expression of opinions on the
fairness of financial presentation to include audits for compliance,
efficiency, economy, and effectiveness.
To emphasize the impact of the standards in broadening the
definition of auditing, the discussion which follows is organized
to conform to the three elements as defined by GAO:
• Financial and compliance.
• Efficiency and economy.
• Program results (effectiveness).

Financial and Compliance
GAO acknowledges the existence of AICPA standards early in
its introduction:

The AICPA has adopted standards and procedures that are ap
plicable to audits performed to express opinions on the fairness
with which financial statements present the financial position and
results of operations. These standards are generally accepted for
such audits and have been incorporated into this statement.

Although it seems reasonably clear that the AICPA standards
apply to examinations leading to the expression of an opinion on
financial presentations, clarification of certain subjects may be
helpful. These subjects are as follows:
1. Independence.
2. Reliance on other auditors.
3. Reports on compliance.
4. Reporting on financial presentations.
Independence. In connection with questions which may arise
regarding independence, independent public accountants should
refer to Rules 101 and 102 of the Rules of Conduct of the AICPA’s
Code of Professional Ethics and sections 220 and 517 of Statement
on Auditing Standards No. 1. Compliance by independent public
accountants with the Code and with auditing pronouncements
of the AICPA should constitute compliance with the GAO stan
dard on independence.
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Reliance on Other Auditors. The GAO standards have as one
basic premise that “auditors may rely upon the work of auditors
at other levels of government if they satisfy themselves as to
the other auditors’ capabilities by appropriate tests.” Independent
public accountants should not confuse the basic premise of reli
ance as outlined by the GAO, with the AICPA auditing standard
of reliance on other independent auditors, as expressed in section
543 of Statement on Auditing Standards No. 1. Rather, from the
standpoint of independent public accountants, reliance under the
GAO standard should perhaps be considered in the same manner
as the work of internal auditors is considered, as stated in section
320.74 of Statement on Auditing Standards No. 1.
Reports on Compliance. Reviews of compliance with laws and
regulations are not new to the accounting profession in that the
independent accountant always has had to consider the financial
effect of noncompliance on financial statements. Compliance re
views in nonfinancial areas will require extensive data gathering
and may be time-consuming and expensive. However, a substan
tial part of this can be done by the organization requesting the
audit, thus limiting the auditor’s involvement to the exercise of
professional judgment in reviewing data accumulated. GAO
states:

For many programs that are federally assisted, it would be neither
practical nor economical to have every auditor at every level of
government do his own background research on the laws, regu
lations, objectives, and goals of his segment of the program.
Therefore, to provide the auditor with the necessary background
information and to guide his judgment in the application of the
accompanying standards, Federal or State agencies that request
state, local, or other levels to make audits are expected to pre
pare broad, comprehensive audit instructions, tailored to particu
lar programs or program areas.
The content of such audit guidance should include a digest of,
or as a minimum, citations to applicable statutes, regulations, in
structions, manuals, grant agreements, and other program docu
ments; identification of specific audit objectives and reporting
requirements in terms of matters of primary interest in such areas
as program compliance, economy, and effectiveness; and other
audit guidelines covering specific areas in which the auditor is
expected to perform.

5

Several audit guides issued by governmental agencies currently
require compliance reports in addition to reports on financial
presentations. If the criteria for making such reviews have been
incorporated in the audit guides, the report based upon such a
review should conform to the recommendations contained in sec
tion 641 of Statement on Auditing Standards No. 1 and the related
interpretation thereof. In the absence of established criteria, it
will be extremely difficult for an independent public accountant
to render a report on compliance which does not include a dis
claimer concerning the entity’s overall compliance with appro
priate laws, rules, and regulations.
Reporting on Financial Presentations. The GAO standards for
reporting on financial presentations generally parallel those of
the AICPA, but there is an important difference. The GAO stan
dards also call for the inclusion in the auditor’s report of supple
mentary explanatory information which “may be necessary for
full and informative disclosure about the financial operations” of
the entity audited and of explanation of “violations of legal or
other regulatory requirements.”
As published, the GAO fourth reporting standard seems to re
quire auditors to express two opinions (one concerning fairness of
presentation, the other concerning conformity with generally
accepted, or other, accounting principles and consistency of appli
cation) on financial presentations instead of the single opinion
expressed in reports that comply with the AICPA’s auditing
standards. GAO has stated that this difference was not intended
and that the GAO standards will be amended to eliminate it. The
text of the pertinent sections of the GAO publication and a letter
from GAO concerning this matter are presented as Appendix B.
The independent public accountant may encounter instances
where financial reports are presented in conformity with specified
accounting principles applicable to the organization, program,
function, or activity which are at variance with generally ac
cepted accounting principles. In such cases the independent pub
lic accountant should consider whether an adverse opinion, as
discussed in section 544 of Statement on Auditing Standards No.
1, should be expressed with respect to generally accepted ac
counting principles.
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Efficiency and Economy
The GAO standards recognize the difficulties associated with
the evaluation of economy and efficiency in the following para
graph:

Efficiency and economy are both relative terms and it is virtually
impossible to give an opinion as to whether an organization has
reached the maximum practicable level of either. Therefore, it is
not contemplated in these standards that the auditor will be
called upon to give such an opinion [emphasis supplied].
Reviews for efficiency and economy ask whether the organiza
tion is getting the most it can for the money and other resources
it spends or consumes. The auditor must be concerned with the
way the management of an entity has chosen to organize and
operate. For example, in such a review it is not sufficient to know
that a part that was purchased was received and paid for at the
billed price; the auditor must also consider whether the part was
needed, whether it was actually used productively, and whether
it could have been obtained at a lower price.
It is critical that, before the examination begins, the independ
ent public accountant and his client have an understanding about
which specific operating functions will be reviewed, e.g., purchas
ing, personnel, etc. For some federally assisted programs, the
functions to be reviewed are identified in audit guidelines issued
by the responsible federal agency.
All of the GAO standards (as reproduced in Appendix A) take
on an added dimension when applied to engagements requiring
a review of economy and efficiency. However, the application of
certain of the standards will require special consideration. These
standards are the following:
• The auditors assigned to perform the audit must collectively
possess adequate professional proficiency for the tasks re
quired.
• Due professional care is to be used in conducting the audit
and in preparing related reports.
• Sufficient, competent, and relevant evidence is to be ob
tained to afford a reasonable basis for the auditor’s opinions,
judgments, conclusions, and recommendations.
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Professional Proficiency. The GAO booklet identifies a basic
knowledge of governmental organization and operation, acquired
by either education or experience, as one measure of “adequate
professional proficiency.”
Furthermore, the broader audit definition may require the use
of specialized expertise. This necessary knowledge and expertise
must be anticipated so that qualified personnel will be available
to a public accounting firm doing an audit having this broadened
scope.

Due Professional Care. Due professional care includes ade
quately defining the audit scope in cooperation with the audited
entity and those authorizing the audit. If established criteria are
vague or if the auditor must select his own measurement criteria,
he should reach agreement with the interested parties on the
appropriateness of these criteria.
Evidence. Because audits for efficiency and economy do not
deal in absolutes, and because there can be differing views of an
operation and its results, sufficiency of evidence cannot be clearly
defined. In a financial audit, the fact that an item of inventory
can be observed may be the only evidence the auditor requires
of physical existence. In audits for efficiency and economy, cri
teria for evaluating evidence, for deciding what is to be measured,
and for making the measurements will, for the most part, not have
been specified. It is in the standardization and acceptance of new
concepts of measurement that the GAO standards may be most
challenging to auditors.
Reporting. The four reporting standards set by GAO will also
require special consideration, particularly with respect to the
wording of reports on compliance, efficiency, economy, and ef
fectiveness. Reports containing an independent accountant’s ob
servations and recommendations should identify in detail the
specific functions that were reviewed. As to other aspects of the
report, two things are evident from GAO’s statements:

1. The auditor is not expected to give an opinion as to the
economy and efficiency of an entity as a whole, or to make judg
ments of the overall quality of operations.
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2. The auditor is expected to focus his report on those specific
areas of an operation wherein he believes improvements are pos
sible, or wherein performance has been notably good. The reports
should include enough facts and explanations so that an interested
layman can understand the issues under discussion.
The foregoing indicates that each report will be tailored to the
entity and subject under review and that uniformity in anything
other than general format is not feasible. The independent public
accountant’s report should clearly set forth the scope of the re
view, including the criteria upon which any conclusions, com
ments, observations, and recommendations are based. Because
it is virtually impossible to report on whether or not an organiza
tion has reached the maximum practical level of either efficiency
or economy, the report should contain a clear statement to the
effect that the independent public accountant is not offering any
judgment about the overall efficiency and economy of operations.
Failure to include such a statement may lead readers of the re
port to assume that negative assurance as to overall operations is
being given tacitly.

Program Results
Reviewing and reporting on program results, or effectiveness, is
on the leading edge of what has been done in auditing. The state
of the art is such that little has been established for auditors in
the way of precedent, evaluation guidelines, or measurement
criteria although information developed in other disciplines may
be useful.
The nature of an effectiveness audit can be seen more clearly
by contrasting it with audits of other types already discussed.
Thus, in audits for compliance, efficiency, or economy, the things
an entity has chosen to do are measured more or less as if they
were ends in themselves. In effectiveness auditing, those same
things that the entity has chosen to do are weighed in a different
balance. The questions to be asked are these: Has the entity
chosen to do the right things for achieving its goals? Has it done
them in a way that has enabled it to achieve the goals? To assess
effectiveness an auditor must know what goals have been estab
lished for or by an entity and must be able to measure the results.
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As in the case of audits for economy and efficiency, establishing
measurement criteria is essential for audits of effectiveness. Obvi
ously, goals or objectives will differ as will criteria. Additionally,
the application of the standards discussed under the section on
audits of efficiency and economy applies equally to audits of
effectiveness.
GAO does not expect auditors to render an overall opinion on
the effectiveness of a program or operation. Rather, GAO has ex
pressed the view that reports on effectiveness are expected to
contain observations and recommendations based on the auditors’
review and should be similar in form to reports on economy and
efficiency:
• The reports on effectiveness should contain a reference to the
criteria upon which any conclusions, comments, observations,
and recommendations are based.
• The reports should avoid positive assurance as to the overall
evaluation of effectiveness because generally accepted criteria
have not yet been established by which to measure the effec
tiveness of programs (operations) of this nature. Due to the
lack of such generally accepted criteria, it is possible that oth
ers may have differing views as to the means by which effec
tiveness evaluations should be made.

Conclusions and Recommendations
Our review of the GAO standards has led us to the following
conclusions and recommendations:
1. The GAO standards follow the same general organization as
the generally accepted auditing standards of the AICPA, and the
standards applicable to financial audits are intended to be iden
tical. However, in GAO’s definition, an audit may also be con
cerned with efficiency and economy of operations, compliance
with both financial and nonfinancial laws and regulations, and
with program effectiveness. This broader definition of an audit
will require that agreement be reached as to criteria for evaluat
ing economy, efficiency, and effectiveness.
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2. Independent public accountants should be encouraged to
participate in audits of the types contemplated by the GAO
standards but should be cautioned to define carefully, in an en
gagement agreement, the scope of each engagement and the
method of reporting. The profession should work to further de
fine standards for performing such audits.

3. When the scope of an audit goes beyond examination of
financial presentations, the auditor should ascertain whether cri
teria are available (in audit guides or other sources) for use in
reviewing compliance with laws and regulations, and in evaluat
ing efficiency and economy of operations and program effective
ness.
4. When nonaccounting expertise is needed, the independent
auditor should determine in advance its availability and cost. He
should further determine how his use of the work of nonaccount
ing experts will be made known in his report.
5. A CPA should recognize that the GAO standards do not con
template that he will express an opinion as to the economy and
efficiency of operations or as to program effectiveness. In report
ing on reviews covering these matters, the auditor should limit his
opinion to fairness of presentation of financial information in con
formity with generally accepted accounting principles, or with
other principles prescribed for the entity or program audited, and
the consistency of application of such principles. This does not
preclude an auditor from disclosing lack of compliance with laws
and regulations. Also the auditor may identify areas in which
improvements in methods or practices are possible and may make
appropriate recommendations. He may also point out areas in
which noteworthy accomplishments have occurred or in which
further study may be required.
6. Audits concerned with economy, efficiency, and program
effectiveness will presumably require more time than those cov
ering only financial presentations. Care should be taken to provide
for sufficient time to complete the engagement.

Audits of government activities provide both opportunities and
challenges to the public accounting profession. Government agen
cies, CPAs, and others must deal with the need to develop tech
niques for measuring economy, efficiency, and effectiveness,
11

including techniques for measuring social considerations such as
the success of an educational or environmental improvement pro
gram. Responding to this need will undoubtedly require much
study and considerable time. The profession should be willing to
work with government agencies and others toward developing
measurement criteria and audit techniques.
The accounting profession should also consider developing pro
fessional study courses on the subject of auditing for efficiency,
economy, and effectiveness and should consider whether standards
are needed for reliance on nonaccounting experts. In this latter
connection, the profession should not neglect to consider the ex
tent to which reporting on efficiency, economy, and effectiveness
falls within the area of expertise of CPAs.
The members of this Committee agree with the philosophy and
objectives advocated by the GAO in its standards and believe
that the GAO’s broadened definition of auditing is a logical and
worthwhile continuation of the evolution and growth of the
auditing discipline.
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APPENDIX A

Excerpts From GAO's "Standards for Audit of
Governmental Organizations, Programs,
Activities & Functions"
Part I—Introduction
Purpose

This statement contains a body of audit standards that are
intended for application to audits of all government organiza
tions, programs, activities, and functions—whether they are per
formed by auditors employed by Federal, State, or local Govern
ments; independent public accountants; or others qualified to
perform parts of the audit work contemplated under these stan
dards. These standards are also intended to apply to both internal
audits and audits of contractors, grantees, and other external
organizations performed by or for a governmental entity. These
audit standards relate to the scope and quality of audit effort and
to the characteristics of a professional and meaningful audit
report.
The American Institute of Certified Public Accountants (AICPA)
has adopted standards and procedures that are applicable to
audits performed to express opinions on the fairness with which
financial statements present the financial position and results of
operations.1 These standards are generally accepted for such au
dits and have been incorporated into this statement. However, the
interests of many users of reports on Government audits are
broader than those that can be satisfied by audits performed to
establish the credibility of financial reports. To provide for audits
that will fulfill these broader interests, the standards in this state
ment include the essence of those prescribed by the American
1The basic standards are included in “Statements on Auditing Pro
cedure No. 33,” issued by the Committee on Auditing Procedure of
the American Institute of Certified Public Accountants.
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Institute of Certified Public Accountants and additional standards
for audits of a broader scope as will be explained subsequently.
Scope

A fundamental tenet of a democratic society holds that govern
ments and agencies entrusted with public resources and the
authority for applying them have a responsibility to render a full
accounting of their activities. This accountability is inherent in
the governmental process and is not always specifically identified
by legislative provision. This governmental accountability should
identify not only the objects for which the public resources have
been devoted but also the manner and effect of their application.
This concept of accountability is woven into the basic premises
supporting these standards. These standards provide for a scope
of audit that includes not only financial and compliance auditing
but also auditing for economy, efficiency, and achievement of
desired results. Provision for such a scope of audit is not intended
to imply that all audits are presently being conducted this way or
that such an extensive scope is always desirable. However, an
audit that would include provision for the interests of all potential
users of government audits would ordinarily include provision for
auditing all the above elements of the accountability of the re
sponsible officials.
Definitions of the three elements of such an audit follow.
1. Financial and compliance—determines (a) whether finan
cial operations are properly conducted, (b) whether the
financial reports of an audited entity are presented fairly,
and (c) whether the entity has complied with applicable
laws and regulations.
2. Economy and efficiency—determines whether the entity is
managing or utilizing its resources (personnel, property,
space, and so forth) in an economical and efficient manner
and the causes of any inefficiencies or uneconomical prac
tices, including inadequacies in management information
systems, administrative procedures, or organizational struc
ture.
3. Program results—determines whether the desired results or
benefits are being achieved, whether the objectives estab
lished by the legislature or other authorizing body are being
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met, and whether the agency has considered alternatives
which might yield desired results at a lower cost.
The audit standards are intended to be more than the mere
codification of current practices, tailored to existing audit capa
bilities. Purposely forward-looking, these standards include some
concepts and areas of audit coverage which are still evolving in
practice but which are vital to the accountability objectives
sought in the audit of governments and of intergovernmental pro
grams. Therefore the audit standards have been structured so that
each of the three elements of audit can be performed separately
if this is deemed desirable.
It should be recognized that a concurrent audit of all three
parts would probably be the most economical manner of audit,
but often this may not be practical. Furthermore, it may not be
practical or necessary to perform all three elements of the audit
in particular circumstances. For most government programs or
activities, however, the interests of many potential government
users will not be satisfied unless all three elements are performed.
In memorandums of engagements between governments and
independent public accountants or other audit organizations, the
arrangements should specifically identify whether all, or spe
cifically which, of the three elements of the audit are to be con
ducted. Such agreements are needed to ensure that the scope of
audit to be made is understood by all concerned.
Basic Premises

The following certain basic premises underlie these standards
and were considered in their development.
1. The term “audit” may be used to describe not only work
done by accountants in examining financial reports but also
work done in reviewing (a) compliance with applicable
laws and regulations, (b) efficiency and economy of opera
tions, and (c) effectiveness in achieving program results.
2. Public office carries with it the responsibility to apply re
sources in an efficient, economical, and effective manner to
achieve the purposes for which the resources were fur
nished. This responsibility applies to all resources, whether
entrusted to the public officials by their own constituency
or by other levels of government.
15

3. A public official is accountable to those who provide the
resources he uses to carry out governmental programs. He
is accountable both to other levels of government for the
resources such levels have provided and to the electorate,
the ultimate source of all governmental funds. Consequently
he should be providing appropriate reports to those to
whom he is accountable. Unless legal restrictions or other
valid reasons prevent him from doing so, the auditor should
make the results of audits available to other levels of gov
ernment that have supplied resources and to the electorate.
4. Auditing is an important part of the accountability process
since it provides independent judgments of the credibility
of public officials’ statements about the manner in which
they have carried out their responsibilities. Auditing also
can help decisionmakers improve the efficiency, economy,
and effectiveness of governmental operations by identifying
where improvements are needed.
5. The interests of individual governments in many financially
assisted programs often cannot be isolated because the re
sources applied have been commingled. Different levels of
government share common interests in many programs.
Therefore an audit should be designed to satisfy both the
common and discrete accountability interests of each con
tributing government.
6. Cooperation by Federal, State, and local governments in
auditing programs of common interest with a minimum of
duplication is of mutual benefit to all concerned and is a
practical method of auditing intergovernmental operations.
7. Auditors may rely upon the work of auditors at other levels
of government if they satisfy themselves as to the other
auditors’ capabilities by appropriate tests of their work or
by other acceptable methods.
An inherent assumption that underlies all the standards is that
governments will cooperate in making audits in which they have
mutual interests. For many programs that are federally assisted, it
would be neither practical nor economical to have every auditor
at every level of government do his own background research on
the laws, regulations, objectives, and goals of his segment of the
program. Therefore, to provide the auditor with the necessary
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background information and to guide his judgment in the appli
cation of the accompanying standards, Federal or State agencies
that request State, local, or other levels to make audits are ex
pected to prepare broad, comprehensive audit instructions, tai
lored to particular programs or program areas.
The content of such audit guidance should include a digest of,
or as a minimum, citations to applicable statutes, regulations,
instructions, manuals, grant agreements, and other program docu
ments; identification of specific audit objectives and reporting re
quirements in terms of matters of primary interest in such areas
as program compliance, economy, and effectiveness; and other
audit guidelines covering specific areas in which the auditor is
expected to perform.

Part II—Summary

Part II is a summary of the standards. Parts III, IV, and V
[not herein reproduced] explain the standards more fully.
General Standards

1. The full scope of an audit of a governmental program, func
tion, activity, or organization should encompass:
a. An examination of financial transactions, accounts, and
reports, including an evaluation of compliance with ap
plicable laws and regulations.
b. A review of efficiency and economy in the use of re
sources.
c. A review to determine whether desired results are effec
tively achieved.
In determining the scope for a particular audit, responsible
officials should give consideration to the needs of the poten
tial users of the results of that audit.
2. The auditors assigned to perform the audit must collectively
possess adequate professional proficiency for the tasks re
quired.
3. In all matters relating to the audit work, the audit organi
zation and the individual auditors shall maintain an inde
pendent attitude.
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4. Due professional care is to be used in conducting the audit
and in preparing related reports.
Examination and Evaluation Standards

1. Work is to be adequately planned.
2. Assistants are to be properly supervised.
3. A review is to be made of compliance with legal and regu
latory requirements.
4. An evaluation is to be made of the system of internal con
trol to assess the extent it can be relied upon to ensure
accurate information, to ensure compliance with laws and
regulations, and to provide for efficient and effective opera
tions.
5. Sufficient, competent, and relevant evidence is to be ob
tained to afford a reasonable basis for the auditor’s opinions,
judgments, conclusions, and recommendations.
Reporting Standards

1. Written audit reports are to be submitted to the appropriate
officials of the organizations requiring or arranging for the
audits. Copies of the reports should be sent to other officials
who may be responsible for taking action on audit findings
and recommendations and to others responsible or author
ized to receive such reports. Copies should also be made
available for public inspection.
2. Reports are to be issued on or before the dates specified by
law, regulation, or other arrangement and, in any event, as
promptly as possible so as to make the information avail
able for timely use by management and by legislative
officials.
3. Each report shall:
a. Be as concise as possible but, at the same time, clear and
complete enough to be understood by the users.
b. Present factual matter accurately, completely, and fairly.
c. Present findings and conclusions objectively and in lan
guage as clear and simple as the subject matter permits.
d. Include only factual information, findings, and conclu
sions that are adequately supported by enough evidence
in the auditor’s working papers to demonstrate or prove,

18

when called upon, the bases for the matters reported and
their correctness and reasonableness. Detailed supporting
information should be included in the report to the ex
tent necessary to make a convincing presentation.
e. Include, when possible, the auditor’s recommendations
for actions to effect improvements in problem areas noted
in his audit and to otherwise make improvements in op
erations. Information on underlying causes of problems
reported should be included to assist in implementing or
devising corrective actions.
f. Place primary emphasis on improvement rather than on
criticism of the past; critical comments should be pre
sented in balanced perspective, recognizing any unusual
difficulties or circumstances faced by the operating offi
cials concerned.
g. Identify and explain issues and questions needing further
study and consideration by the auditor or others.
h. Include recognition of noteworthy accomplishments, par
ticularly when management improvements in one pro
gram or activity may be applicable elsewhere.
i. Include recognition of the views of responsible officials
of the organization, program, function, or activity audited
on the auditor’s findings, conclusions, and recommenda
tions. Except where the possibility of fraud or other
compelling reason may require different treatment, the
auditor’s tentative findings and conclusions should be
reviewed with such officials. When possible, without
undue delay, their views should be obtained in writing
and objectively considered and presented in preparing
the final report.
j. Clearly explain the scope and objectives of the audit.
k. State whether any significant pertinent information has
been omitted because it is deemed privileged or confi
dential. The nature of such information should be de
scribed, and the law or other basis under which it is
withheld should be stated.
4. Each audit report containing financial reports shall:
*
a. Contain an expression of the auditor’s opinion on whether
the information contained in the financial reports is pre
*See Appendix B for agreed-upon revision of this standard.
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sented fairly. If the auditor cannot express an opinion,
reasons therefor should be stated in the audit report.
b. State whether the financial reports have been prepared
in accordance with generally accepted or prescribed ac
counting principles applicable to the organization, pro
gram, function, or activity audited and on a consistent
basis from one period to the next. Material changes in
accounting policies and procedures and their effect on
the financial reports are to be explained in the audit
report.
c. Contain appropriate supplementary explanatory informa
tion about the contents of the financial reports as may
be necessary for full and informative disclosure about the
financial operations of the organization, program, func
tion, or activity audited. Violations of legal or other regu
latory requirements, including instances of noncompli
ance, shall be explained in the audit report.
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APPENDIX B

GAO's Fourth Reporting Standard
As published, the GAO fourth reporting standard seems to re
quire auditors to express two opinions (one concerning fairness
of presentation, the other concerning conformity with generally
accepted, or other, accounting principles and consistency of ap
plication ) on financial presentations instead of the single opinion
expressed in reports that comply with the AICPA’s auditing
standards.
The fourth reporting standard for governmental auditing set
forth on page 49 of Standards for Audit of Governmental Organi
zations, Programs, Activities & Functions is as follows:

“Each audit report containing financial reports shall:
1. Contain an expression of the auditor’s opinion on whether
the information contained in the financial reports is pre
sented fairly. If the auditor cannot express an opinion, the
reasons therefor should be stated in the audit report.
2. State whether the financial reports have been prepared in
accordance with generally accepted or prescribed account
ing principles applicable to the organization, program, func
tion, or activity audited and on a consistent basis from one
period to the next. Material changes in accounting policies
and procedures and their effect on the financial reports are
to be explained in the audit report.
3. Contain appropriate supplementary explanatory information
about the contents of the financial reports as may be neces
sary for full and informative disclosure about the financial
operations of the organization, program, function, or activity
audited. Violations of legal or other regulatory require
ments, including instances of noncompliance, shall be ex
plained in the audit report.”

GAO has stated that this difference was not intended and that
the GAO standards will be amended to eliminate it. A letter from
GAO clarifying this matter is reproduced on the following page.
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United States general accounting office
WASHINGTON, D.C.

20548

DIVISION OF FINANCIAL, AND
GENERAL MANAGEMENT STUDIES

October 30, 1973
Mr. Gerald. A. Polansky
Chairman, Committee on Relations with
the General Accounting Office
American Institute of Certified Public
Accountants
1620 I Street
Washington, D.C.
20006

Dear Mr. Polansky:
When we prepared the Standards for Audit of Governmental Organizations
Activities and Functions, we did not attach particular significance to the
fact that "presented fairly" and "in accordance with GAAP" were included as
separate items in Chapter 4 on financial reporting. The split was inad
vertent and we did not intend any difference with the AICPA position on
this point. Accordingly we would propose to make the following change at
the next revision of the GAO standards:

The first sentence in item 2 would be dropped and the second sentence
merged with what is now item 3.
Item 1 and the lead-in would read as follows:

"Each audit report containing financial reports shall:

1.

Contain an expression of the auditor's opinion as to
whether the information in the financial reports is
presented fairly in conformity with generally accepted
accounting principles or with other specified account
ing principles applicable to the organization, program,
function or activity audited, applied on a basis con
sistent with that of the preceding reporting period.
If the auditor cannot express such an opinion, the
reasons should be stated in the audit report."

We trust that this will remove the problem you have had with the way
in which we had stated this standard in our report and that this will bring
our standards for financial statement presentation into substantial
agreement with those of the Institute.

Sincerely yours,

D. L. Scantlebury
Director
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